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PENSION  BENEFIT  GUARANTY 
CORPORATION 
[  29  CFR  Part  2611] 

VALUATION  OF  PLAN  ASSETS 
Proposed  Rulemaking 

Section  4041  (b)  of  Title  IV  of  the  Em¬ 
ployee  Retirement  Income  Security  Act 
of  1974  (  29  U.S.C.  1301-1381)  (herein¬ 
after  referred  to  as  the  “Act”)  requires 
the  Pension  Benefit  Guaranty  Corpora¬ 
tion  (hereinafter  referred  to  as  the 
“PBfjtC”)  to  determine  whether  the  as¬ 
sets  of  a  plan,  if  allocated  as  provided  in 
section  4044  of  the  Act.  are  sufficient  to 
discharge  when  due  all  obligations  of  the 
plan  with  respect  to  the  basic  benefits 
defined  in  section  4001(a)  (6)  of  the  Act. 
Section  4062(b)  of  the  Act  provides  that 
an  employer,  which  maintains  a  plan  as 
to  which  benefits  are  guaranteed  by  the 
Act,  may  be  liable  to  the  PBGC  in  the 
amount  by  which  benefits  guaranteed 
pursuant  to  section  4022(a)  of  the  Act 
exceed  the  current  value  of  plan  assets 
allocable  to  such  benegts  on  the  date  of 
termination. 

Notice  is  hereby  given  that  the  PBGC 
proposed  to  amend  Chapter  XXVI  of 
Title  29,  Code  of  Federal  Regulations, 
to  add  a  new  Part  2611,  set  forth  below, 
which  prescribes  the  standards  for  valu¬ 
ing  plan  assets. 

This  proposed  regulation  was  prepared 
by  the  staff  of  the  PBGC.  With  the 
imderstanding  that  this  is  a  staff  docu¬ 
ment  without  the  Board’s  endorsement 
of  the  policies  underlying  it,  the  Board 
cf  Directors  of  the  PBGC  authorized 
publication  of  this  proposed  regulation 
in  the  Federal  Register  to  invite  public 
comments  and  suggestions  that  will  as¬ 
sist  the  Board  in  its  consideration  of  the 
regulation  to  be  finally  adopted. 

Interested  persons  may  participate  in 
this  proposed  rulemaking  by  submitting 
written  data,  views  or  arguments  to  the 
Office  of  the  <3eneral  Counsel,  Pension 
Benefit  Guaranty  Corporation.  Suite 
7200,  2020  K  Street.  NW.,  Washington, 
D.C.  20006.  Each  person  submitting  com¬ 
ments  should  include  his  name  and  ad¬ 
dress,  identify  this  notice,  and  give  rea¬ 
sons  for  any  recommendations.  Com¬ 
ments  should  be  submitted  not  later  than 
January  7.  1976.  Copies  of  written  com¬ 
ments  will  be  available  for  examination 
by  interested  persons  in  the  Office  of 
Commimications.  PBGC,  Suite  7100,  2020 
K  Street,  NW..  Washington,  D.C.  between 
the  hours  of  9  ajn.  and  4  p.m.  The  pro¬ 
posal  may  be  changed  in  light  of  com¬ 
ments  received. 

In  order  to  determine  whether  the 
as.sets  of  a  plan  are  sufficient  when  al¬ 
located  as  provided  in  §  4044  of  the  Act 
to  satisfy  “basic  benefits,”  and  to  deter¬ 
mine  the  extent,  if  any,  of  employer 
liability  computed  in  accordance  with 
§  4062  of  the  Act,  it  is  necessary  to  com¬ 
pute  the  value  of  plan  assets  on  the  date 
of  termination,  the  value  of  the  basic 
benefits  guaranteed  by  the  PBGC  pursu¬ 
ant  to  section  4022  of  the  Act.  and  the 
value  of  other  liabilities  and  expenses  ac¬ 
crued  by  the  plan  prior  to  or  on  the  date 
of  termination.  The  assets  of  a  plan  are 
to  be  valued  at  their  fair  market  value 


on  the  date  of  termination.  Pair  market 
value  is  defined  as  the  price  at  which 
property  would  change  hands  between  a 
willing  buyer  and  a  willing  seller,  neither 
being  under  any  compulsion  to  buy  or  to 
sell  and  both  having  reasonable  knowl¬ 
edge  of  relevant  facts. 

This  proposed  regulation  prescribes, 
as  the  method  of  valuation  for  determin¬ 
ing  the  value  of  a  plan  asset,  whichever 
method  most  accurately  refiects  the 
fair  market  value  of  such  asset.  In  addi¬ 
tion,  §  2611.5  of  the  proposed  regulation 
contains  specific  presumptions  relating 
to  the  fair  market  value  of  particular 
types  of  plan  assets  such  as  securities 
wMch  are  regularly  traded  in  well  estab¬ 
lished  markets.  Those  types  of  plan  as¬ 
sets,  such  as  cash,  receivables  and  real 
estate,  which  are  not  covered  by  these 
specific  presumptions,  are  to  be  valued 
by  whichever  method  of  valuation  most 
accurately  refiects  their  fair  market 
value.  It  also  should  be  noted  that  the 
rules  contained  in  §  2611.5  are  only  pre¬ 
sumptions  and,  therefore,  will  not  apply 
where  another  metJiod  of  valuation  more 
accurately  refiects  an  asset’s  value;  e.g., 
where  a  plan’s  entire  holdoing  of  a  secur¬ 
ity  could  not  be  sold  at  the  prevailing 
market  price  on  the  valuation  date. 

In  regard  to  specific  kinds  of  securities, 

§  2611.5  provides  that: 

(1)  The  presumed  value  of  Treasury 
bills  will  be  computed  from  the  mean  of 
the  bid  and  asked  discount  for  the  bill  on 
the  date  of  termination,  as  nationally 
published  in  general  circulation  daily 
newspapers. 

(2)  'The  presumed  value  of  Treasury 
notes  and  bonds,  and  Federal  agency 
seeuxities  will  be  computed  from  the 
mean  of  the  bid  and  asked  price  for  the 
security  on  the  date  of  termination,  as 
nationally  published  in  general  circula¬ 
tion  daily  newspapers. 

(3)  The  presumed  value  of  shares  in 
open-end  mutual  fimds  will  be  the  net 
asset  value  per  share  of  the  mutual  fund 
on  the  date  of  termination,  as  nationally 
published  in  general  circulation  daily 
newspapers. 

(4)  'Ihe  presumed  value  of  shares  in 
collective  trusts  will  be  the  value  per 
share  computed  by  the  manager  of  the 
collective  trust  according  to  the  terms 
of  the  trust  on  the  normal  valuation 
date  on  or  within  one  month  after  the 
date  of  termination.  The  application  of 
this  presumption  is  contingent  upon  the 
normal  valuation  date  of  the  trust  f  sdling 
within  one  month  of  the  date  of  termi¬ 
nation,  and  upon  no  distribution  being 
made  by  the  trust  in  relation  to  shares 
of  the  trust  betweei  the  date  of  termi¬ 
nation  and  the  normal  valuation  date  of 
the  trust. 

(5)  The  presumed  value  of  common 
and  preferred  stocks,  warrants,  and 
closed-end  mutual  fun^  that  are  traded 
principally  on  An  exchange,  and  pub¬ 
licly  traded  corporate  bonds  that  are 
traded  on  an  exchange,  will  be  the  clos¬ 
ing  sale  price  on  the  principal  exchange 
where  the  security  or  obligation  is  traded 
on  the  date  of  termination,  as  nationally 
published  in  a  general  circulation  daily 
newspaper.  If  there  is  no  such  closing 
sale  price,  the  presumed  value  will  be 


the  average  of  the  nationally  published 
closing  sale  price  for  the  secuir^  or  obli¬ 
gation  nearest  the  date  of  termination 
and  in  the  period  five  trading  days  be¬ 
fore  the  date  of  termination  and  the 
naticmally  published  closing  sale  price 
nearest  the  date  of  termination  and  in 
the  period  five  trading  days  after  the  date 
of  termination. 

It  should  be  noted  that  the  presumed 
value  of  a  publicly  traded  corporate  bond 
does  not  refiect  interest  earned  by  the 
bond  prior  to  or  on  the  date  of  termi¬ 
nation. 

(6)  The  presmned  value  of  common 
and  preferr^  stock,  warrants  and  closed- 
end  mutual  funds  which  are  traded  prin¬ 
cipally  otherwise  than  on  an  exchange, 
will  be  the  average  of  the  “end-of-day” 
bid  and  asked  prices  for  the  security  on 
the  valuation  date,  as  made  available  for 
publication  by  the  National  Association 
of  Securities  Dealers  Automated  Quota¬ 
tions  System  and  nationally  published  in 
general  circulation  daily  newspapers.  If 
there  are  no  such  bid  and  asked  prices 
on  the  valuation  date,  the  presumed  value 
of  the  security  will  be  the  average  of  such 
bid  and  asked  prices  on  the  date  nearest 
the  date  of  termination  and  within  five 
da3rs  before  the  date  of  termination,  and 
such  bid  and  asked  prices  on  the  date 
nearest  the  date  of  termination  and 
within  five  days  after  the  date  of  termi¬ 
nation. 

(7)  The  presumed  value  of  state  and 
municipal  obligations  will  be  the  aver¬ 
age  of  bid  and  asked  prices  for  such  ob¬ 
ligations  on  the  valuation  date,  as  na¬ 
tionally  published  in  a  general  circula¬ 
tion  daily  newspaper.  If  there  are  no  such 
bid  and  asked  prices  on  the  valuation 
date,  the  presumed  value  will  be  the  aver¬ 
age  of  such  bid  and  asked  prices  on  the 
date  nearest  the  valuation  date  and  with¬ 
in  five  days  before  the  valuation  date, 
and  such  bid  and  asked  prices  on  the 
date  nearest  the  valuation  date  and  with¬ 
in  five  days  after  the  valuation  date. 

In  relation  to  the  above  presumptions, 
it  should  be  noted  that  whenever  the  pre¬ 
sumption  is  based  on  the  use  of  bid  and 
asked  prices,  the  bid  and  asked  prices 
which  are  nationally  published  in  gen¬ 
eral  circulation  daily  newspapers  are  pre¬ 
scribed  by  this  proposed  regulation  even 
though  such  bid  or  asked  price  may  be 
a  composite  figure.  In  addition,  it  should 
be  recognised  that  the  “end-of-day”  bid 
and  asked  prices  which  are  nationally 
published  may  not  be  tiie  actual  end-of- 
day  bid  or  asked  price  for  a  security  . 

The  PBGC  made  the  decision  to  use 
the  presumptions  contained  in  §  2611.5 
after  reviewing  procedures  used  by  com¬ 
mercial  trustees  to  value  pension  plan 
assets  and  the  Internal  Revenue  Service 
Regulations  concerning  the  valuation  of 
assets  for  purposes  of  determining  estate 
and  gift  tax  liability. 

To  enable  the  PBGC  to  determine  the 
value  of  plan  assets,  the  PBGC  also  is 
considering  whether  to  require  plan  ad¬ 
ministrators  to  report  to  the  PBGC,  on  a 
prescribed  form  in  accordance  with  the 
criteria  specified  in  this  proposed  regula¬ 
tion,  specific  data  pertaining  to  plan  as¬ 
sets  and  valuations.  Interested  persons 
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are  invited  speciflcally  to  comment  on 
this  approach  as  well. 

In  consideration  of  the  foregoing,  it  is 
proposed  to  amend  Chapter  XXVI  of 
Title  29,  Code  of  Federal  Regulations,  by 
adding  a  new  Part  2611  to  read  as  fol¬ 
lows: 

PART  2611— VALUATION  OF  PLAN 
ASSETS 

Sec. 

2611.1  Purpose  and  scope. 

2611.2  Definitions. 

2611.3  Valuation  of  plan  assets. 

2611.4  Valuation  date. 

2611JS  Fair  market  value  presumptions. 

AuTBOtiry:  Secs.  4002(b)(3),  4041(b) 
4062(b)  (1)  (B):  Pub.  L.  93-406,  88  Stat.  1004 
1020,  1029  (29  t7.S.C.  1302(b)(3),  1341(b) 
1362(b)(1)(B). 

§  2611.1  Purpose  and  scope. 

(a)  This  part  sets  forth  standards  for 
valuing  plan  assets  in  order  to  compute 
plan  asset  sufficiency  for  purposes  of  sec¬ 
tion  4041(b)  of  the  Act,  and  the  current 
value  of  plan  assets  for  purposes  of  sec¬ 
tion  4062(b)  (1)  (B)  of  the  Act 

(b)  This  part  applies  to  all  plans 
which  are  covered,  as  provided  by  sec¬ 
tion  4021  of  the  Act,  and  which  termi¬ 
nate: 

(1)  After  Jime  30,  1974  and  before 
September  2,  1974  and  which  have  com¬ 
plied  with  the  requirements  of  §  4082(b) 
of  the  Act;  or, 

(2)  On  or  after  September  2,  1974. 

§  2611.2  Definitions. 

For  purposes  of  this  part:  “Act”  meant, 
the  Employee  Retirement  Income  Secu¬ 
rity  Act  of  1974. 

“Exchange”  means  a  national  securi¬ 
ties  exchange  registered  with  the  Securi¬ 
ties  and  Exchange  Commission  under 
section  6  of  the  Securities  Exchange  Act 
of  1934. 

“Fair  market  value”  means  the  price 
at  which  property  would  change  hands 
between  a  willing  buyer  and  a  willing 
seller,  neither  being  under  any  compid- 
sion  to  buy  or  to  sell  and  both  having 
reasonable  knowledge  of  relevant  facts. 

“National  Association  of  Securities 
Dealers  Automated  Quotations  System” 
means  the  automated  quotations  system 
sponsored  by  the  National  Association  of 
Securities  Dealers,  Inc.,  a  national 
securities  association  registered  with  the 
Securities  and  Exchange  Commission 
under  section  15A  of  the  Securities  Ex¬ 
change  Act  of  1934. 

“Principally  traded”  means  the  market 
place  at  which  the  greatest  volume  of 
trades  normally  occur. 

§  2611.3  Valuation  of  plan  assets. 

Plan  assets  shall  be  valued  at  their 
fair  maiitet  value  on  the  valuation  date, 
as  defined  in  i  2611.4,  based  on  the  meth¬ 
od  of  valuation  which  most  accurately 
refiects  such  fair  market  value. 

§  2611.4  Valuation  date. 

Except  as  otherwise  specifically  pro¬ 
vided,  the  assets  of  a  plan  shall  be  valued 
for  purposes  of  this  part  as  of  the  termi¬ 
nation  date  of  the  plan. 


§  2611.5  Fair  market  value  presump¬ 
tions. 

The  fair  market  value  of  the  following 
assets  will  be  presumed  to  be  the  value 
determined  in  accordance  with  the  niles 
contained  in  this  section. 

(a)  Treasury  bias.  The  fair  marttet 
value  of  Treasury  bills  will  be  prestuned 
to  be  the  value  computed  from  the  aver¬ 
age  of  the  bid  and  asked  discoimt  for  the 
bill  on  the  valuation  date,  as  nationally 
published  in  a  general  circulation  daily 
newspaper. 

(b)  Treasury  notes,  bonds  and  Federal 
agency  securities.  The  fair  marttet  value 
of  Treasury  notes,  bonds  and  Federal 
agency  securities  will  be  presumed  to  be 
the  value  computed  from  the  average  of 
bid  and  a^ed  prices  for  the  security  on 
the  valuation  date,  as  nationally  pub¬ 
lished  in  a  general  circulation  daily 
newspaper. 

(c)  Shares  in  open-end  mutual  funds. 
The  fair  market  value  of  shares  in  open- 
end  mutual  funds  will  be  presumed  to  be 
the  net  asset  value  per  share  of  the  mu¬ 
tual  fund  on  the  valuation  date,  as  na¬ 
tionally  piiblished  in  a  general  circula¬ 
tion  dally  newspaper. 

(d)  Shares  in  coUective  trusts.  T):ie  tail 
market  value  of  shares  in  collective  trusts 
will  be  presumed  to  be  the  vcdue  per 
share  of  the  trust  as  refiected  on  a  state¬ 
ment  of  account  prepared  by  the  man¬ 
ager  of  the  collective  trust  The  value  per 
share  of  the  trust  is  to  be  determined  in 
accordance  with  the  procedxues  normally 
employed  by  the  manager  of  the  trust, 
and  as  of  the  normal  date  on  which  the 
trust  is  valued  if  that  date  is  within  erne 
month  after  the  termination  date.  This 
presumption  will  apply  only  if  there  were 
no  distributions  from  the  tnist  in  rela¬ 
tion  to  shares  of  the  trust  in  the  inter¬ 
val  between  the  plan’s  termination  date 
and  the  normal  valuation  date  of.  the 
trust 

(e)  Publicly  traded  corporate  bonds. 
If  the  obligation  is  traded  on  an  ex¬ 
change,  the  fair  maiicet  value  of  publicly 
traded  corporate  bonds  exclusive  of  in¬ 
terest  earned  prior  to  or  on  the  valuation 
date  will  be  presumed  to  be  the  closing 
sale  price  on  the  valuation  date  on  the 
principal  exchange  where  the  obligation 
is  traded,  as  nationally  published  in  a 
general  circulation  da^  newspaper.  If 
there  is  no  such  nationally  published 
closing  sale  price,  the  fair  market  value 
will  be  presumed  to  be  the  average  of: 

(1)  The  nationally  published  closing 
sale  price  on  the  principal  exchange 
where  the  obligation  is  traded  on  the 
date  nearest  the  valuation  date  and 
within  five  trading  days  before  the  valua¬ 
tion  date,  and 

(2)  The  nationally  published  closing 
sale  price  (m  the  principal  exchange 
where  the  obligation  is  traded  on  the  date 
nearest  the  valuation  date  and  within 
five  trading  da3^  after  the  valuation  (tote. 

(f)  Common  and  preferred  stocks, 
toarrants  and  closed-end  mutual  funds. 
If  such  security  is  traded  principally  on 
an  exchange,  the  fair  market  value  of 
common  and  preferred  stocks,  warrants, 
and  closed-end  mutual  fimds  will  be  pre¬ 


sumed  to  be  the  closing  sale  price  on  the 
valuation  date  on  the  principal  exchange 
where  such  security  is  traded,  as  nation¬ 
ally  published  in  a  general  circulation 
daily  newspaper.  If  the  security  is  traded 
principally  otherwise  than  on  an  ex¬ 
change.  and  quoted  on  the  National  As¬ 
sociation  of  Securities  Dealers  Automated 
Quotations  System,  the  fair  market  value 
will  be  presumed  to  be  the  average  of  the 
end-of-day  bid  and  asked  prices  for  the 
security  on  the  valuation  date,  as  made 
available  for  publication  by  such  system 
and  nationally  published  in  a  general  cir¬ 
culation  daily  newspaper.  If  there  is  no 
such  nationally  published  closing  sale 
price  or  end-of-day  bid  and  asked  prices 
on  the  valuation  date,  the  fair  market 
value  of  such  securities  will  be  presumed 
to  be  the  average  of : 

(1)  For  securities  traded  principally 
on  an  exchange,  the  nationally  published 
closing  sale  price  on  the  date  nearest  the 
valuation  date  and  within  five  trading 
days  before  the  valuation  date  and  the 
nationally  published  closing  sale  price  on 
the  date  nearest  the  valuation  date  and 
within  five  trading  days  aft«r  the  valua¬ 
tion  date;  or. 

(2)  For  securities  traded  principally 
otherwise  than  on  an  exchange,  the  av¬ 
erage  of  the  nationally  published  end- 
of-day  bid  and  asked  prices  on  the  date 
nearest  the  valuation  date  and  within 
five  trading  dasrs  before  the  valuation 
date,  and  the  average  of  the  nationally 
published  end-of-day  bid  and  asked 
prices  on  the  date  nearest  the  valuation 
date  and  within  five  trading  days  after 
the  valuation  date. 

(g)  State  and  municipal  obligations. 
The  fair  market  value  of  state  and  muni¬ 
cipal  obligations  will  be  presumed  to  be 
the  average  of  bid  and  asked  prices  for 
the  security  on  thi^date  of  valuation,  as 
nationally  published  in  a  general  cir¬ 
culation  daily  newspaper.  If  there  are 
no  such  nationally  published  bid  and 
asked  prices  on  the  valuation  date,  the 
fair  market  value  of  such  securities  will 
be  presumed  to  be  the  average  of  the  na¬ 
tionally  published  bid  and  asked  priow 
on  the  date  nearest  the  valuation  date 
and  within  five  trading  days  before  the 
valuation  date,  and  the  average  of  the 
nationally  published  bid  and  a‘;ked  prices 
on  the  date  nearest  the  valuation  date 
and  within  five  trading  days  after  the 
valuation  date. 

Issued  in  Washington,  D.C.  this  9th 
day  of  December.  1975. 

Stsven  E.  Schanxs, 
Executive  Director,  Pension 
Benefit  Guaranty  Corpora¬ 
tion. 

Issued  on  the  date  set  forth  above. 
p\ir8uant  to  a  resolution  of  the  Board 
of  Directors  approving  the  publication 
of  these  propos^  regulations  and  au¬ 
thorizing  its  Executive  Director  to  issue 
same. 

HmntY  Rose, 

Secretary. 

|FR  Doc.73-33610  Plied  10-11-76:8:45  am) 
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[  29  CFR  Part  2610] 

VALUATION  OF  PLAN  BENEFITS 
Proposed  Rulemaking 

Section  4041  of  the  Employee  Retire¬ 
ment  Income  Security  Act  of  1974  (here- 
innfter  referred  to  as  the  “Act”)  requires 
the  Pension  Ben^t  Guaranty  Corpora¬ 
tion  (hereinafter  referred  to  as  the 
“PEGC”)  to  determine  whether  the  as¬ 
sets  of  a  pension  plan  covered  under  Title 
IV  of  the  Act  will  be  sufDcient,  as  of  the 
6&te  of  termination,  to  discharpre  all  ob¬ 
ligations  with  respect  to  benefits  guar¬ 
anteed  under  Title  IV  of  the  Act  when 
they  come  due.  If  tiie  PBGC  determines 
that  the  plan  assets  are  insufficient  to 
discharge  all  such  obligations,  the 
amoimt  of  underfunding  establishes  the 
amoimt  the  PBGC  will  pay  under  the 
guarantee  provisions  of  Title  TV,  and 
therefore,  the  limit  of  potential  employer 
liability  pursuant  to  section  4062.  In  the 
event  that  plan  assets  are  determined  to 
be  sufficient,  plan  assets  must  be  al¬ 
located  pursuant  to  section  4044. 

In  determining  if  a  plan  is  sufficient, 
the  proper  allocation  of  assets,  and  the 
amount  of  potential  or  actual  employer 
liability,  the  PBGC  must  determine  the 
current  value  of  the  plan’s  benefits  as 
cf  the  date  of  termination.  The  Act  does 
not  provide  a  method  for  determining 
the  value  of  such  benefits.  Therefore,  no¬ 
tice  is  hereby  given  that  the  PBGC  pro¬ 
poses  to  amend  Chapter  XXVI  of  Title 
29,  Code  of  Federal  Regulations,  to  add 
a  new  Part  2610,  set  forth  below,  which 
establishes  the  metl)(xis  for  valuing  plan 
benefits. 

This  proposed  regulation  was  prepared 
by  the  staff  of  the  Pension  Benefit  Guar¬ 
anty  Corporation  at  the  request  of  the 
Board  of  Directors  of  the  Corporation. 
With  the  understanding  that  this  is  a 
staff  document  without  the  Board’s  en¬ 
dorsement  of  the  poheies  underl3dng  it, 
the  Board  authorized  publication  of  this 
proposed  regulation  in  the  Federal 
Register  to  invite  public  comments  and 
suggestions  that  will  assist  the  Board  in 
its  consideration  of  the  regulation  to  be 
finally  adopted. 

Interested  persons  may  participate  in 
this  proposed  rulemaking  by  submitting 
written  data,  views,  or  arguments  to  the 
Office  of  the  General  Counsel,  Pension 
Benefit  Guaranty  Corporation,  Room 
7200,  2020  K  Street,  NW.,  Washington, 
D  C.  20006.  Each  person  submitting  com¬ 
ments  should  include  his  name  and  ad¬ 
dress,  identify  this  notice,  and  give 
reasons  for  any  recommendations.  Com¬ 
ments  should  be  submitted  before  Janu¬ 
ary  7,  1976.  Copies  of  written  com¬ 
ments  will  be  available  for  examination 
for  a  reasonable  period  by  interested  per¬ 
sons  in  the  Office  of  Communications  of 
the  PBGC.  Room  7100,  2020  K  Street, 
N.W.,  Washington,  D.C.  20006,  between 
the  hours  of  9:00  a.m.  and  4:00  p.m. 
This  proposal  may  be  changed  in  ll^t 
of  the  comments  receive. 

General  Approach.  The  value  of  a 
benefit  as  of  the  date  of  termination  is 
the  current  value  of  the  cost  that  the 
PBGC  normallv  should  incur  as  of  the 
date  of  terminaiton,  in  providing  the 


benefit  imder  reasonable  assiunptions  as 
to  mortality,  rates  Of  retirement  when 
early  retirement  is  possible,  administra¬ 
tive  expenses  that  will  be  incurred,  and 
investment  return  assumptions  refiectJng 
current  and  longer  term  investment  op¬ 
portunities.  The  PBGC’s  assumptions 
will  be  adjusted  from  time  to  time  to  re¬ 
flect  changes  in  market  conditions  and 
’mortality  experience. 

'The  current  value  of  plan  benefits 
represents  an  estimate  of  costs  to  the 
PBGC,  not  of  costs  to  the  plan  sponsor. 

In  general,  because  the  PBCK)  can  pool 
the  assest  and  liabilities  of  many  termi¬ 
nated  plans  for  purposes  of  asset  man¬ 
agement,  benefit  sulministration  and  the 
purchase  of  annuities,  the  PBGC’s  proj¬ 
ected  costs  in  providing  plan  benefits 
should  generally  be  less  than  the  costs 
that  would  be  incurred  by  some  individ¬ 
ual  plans  themselves,  especially  very 
small  plans,  which  are  expected  to  con¬ 
stitute  a  majority  of  terminating  plans. 

Mortality  Rates.  The  mortality  rates 
proposed  to  be  used  in  computing  the 
current  value  of  benefits  are  contained 
in  Appendix  A  of  the  proposed  regula¬ 
tion.  Tables  I  and  n  of  the  Appendix 
contain  tire  mortality  rates  to  be  utillised 
for  healthy  male  and  female  partici¬ 
pants.  The  table  used  is  the  Uirl^ex  Pen¬ 
sion  1984  table,  which  is  a  mortality 
table  recently  developed  with  respect  to 
non-insured  pension  plans  from  the  1971 
Reports  of  Mortality  and  Morbidity  Ex¬ 
perience  published  by  the  Society  of  Ac¬ 
tuaries.  The  PBGC  has  selected  this  table 
because,  among  other  factors,  it  was 
based  upon  a  study  that  took  into  ac¬ 
count  more  data  than  was  used  to  con¬ 
struct  the  other  tables  considered,  and 
the  data  used  reflects  a  larger  cross  sec¬ 
tion  of  occupations.  The  table  represents 
what  the  PBGC  anticipates  will  be  its  ex¬ 
perience  in  this  area.  To  account  for  the 
difference  between  male  and  female  mor¬ 
tality  experience,  the  Unisex  Pension 
1984  table  has  been  set  forward  one  year 
for  males  and  set  back  four  years  for  fe¬ 
males,  in  accordance  with  the  recom¬ 
mendations  that  accompanied  the  table. 

Tables  m  and  IV  centain  the  mortal¬ 
ity  rates  to  be  utilized  for  male  and 
female  participants  who  are  receiving 
disability  payments  pursuant  to  the 
terms  of  the  plan  but  are  not  also  receiv¬ 
ing  Social  l^curity  disability  benefits. 
The  PBGC  has  been  advised  that  there 
are  no  mortality  tables  in  general  use 
designed  to  value  the  annuity  of  a  dis¬ 
abled  life  not  receiving  Social  Security 
disabilty  benefits.  Tables  III  and  IV  re¬ 
flect  mortality  rates  for  less  than  fully 
healthy  lives.  Tables  m,  to  be  used  for 
males,  is  the  1958  Commissioners  Stand¬ 
ard  Ordinary  table;  and  table  IV,  to  be 
used  for  females,  is  the  1958  Commis¬ 
sioners  Standard  Ordinary  table  set 
back  five  years. 

Tables  V  and  VI  contain  the  mortality 
rates  to  be  utilized  for  disabled  partici¬ 
pants  who  are  receiving  Social  Security 
dissblty  benefits.  These  tables  are  bsised 
partly  upon  the  most  recent  table  is¬ 
sued  by  the  Social  Security  Adminis¬ 
tration.  The  Srcial  Security  Administra¬ 
tion  table  contains  values  only  up  to 


age  65.  Therefore,  commencing  with 
age  65,  tables  V  and  VI  represent  a  grad¬ 
ual  merger  into  the  Commissioners 
Standard  Ordinary  1958  table  at  age  87 
for  males,  and  at  age  87  with  a  five  year 
set  back  for  females.  The  merger  of 
the  Commissioners  Standard  Ordinary 
1958  table  and  the  Social  Security  table 
reflects  the  assumption  that  the  dis¬ 
ability  of  a  participant  alive  at  each  age 
after  65  is  likely  to  be  of  less  significance 
as  a  factor  in  increasing  the  probability 
of  death. 

Interest  Rates.  Appendix  B  of  the  pro¬ 
posed  regulation  contains  the  interest 
rates  to  be  utilized  in  computing  the 
value  of  benefits.  Computing  the  value 
of  plan  benefits  cn  a  current  value  basis, 
as  required  by  Title  IV,  will  frequently 
necessitate  use  of  different  valuation 
factors  than  would  be  used  in  an  ongoing 
plan.  This  is  particularly  true  with 
respect  to  interest  rates. 

In  an  ongoing  plan,  the  valuation  of 
both  plan  assets  and  liabilities  is  prin¬ 
cipally  directed  tewards  determining  the 
contrbutions  required  by  the  employer 
to  fimd  both  current  and  past  pension 
benefits.  Cash  flow  management  in  most 
business  situations  make  it  essential 
that  pension  contributions  over  a  given 
period  be  reasonably  predictable;  there¬ 
fore.  somewhat  conservative  assump¬ 
tions  are  generally  used  to  avoid  sutee- 
quent  unexpected  increases  in  required 
contributions.  Thus,  the  valuation  of 
assets  and  benefits  in  an  ongoing  plan 
frequently  employs  techniques  designed 
to  smooth  out  relatively  short-term 
market  fluctuations.  In  this  respect,  in 
selecting  an  interest  rate  for  valuing 
plan  benefits,  the  plan’s  actuary  is 
likely  to  use  a  rate  which  reflects  a 
conservative  estimate  of  longer  term  in¬ 
vestment  returns  rather  than  a  rate 
which  reflects  current  market  oppor¬ 
tunities  and  which  would  likely  require 
frequent  adjustments.  In  addition,  im- 
certn inties  with  iespect  to  salary  adjust¬ 
ments,  employee  turnover  and  oUier 
contingencies  are  likely  to  be  compen¬ 
sated  for  by  loading  margins  into  the 
interest  rate  assumption,  thereby  lower¬ 
ing  the  effective  interest  rates. 

To  value  benefits  upon  termination, 
interest  assumptions  should  reflect  cur¬ 
rent  market  opportunities.  This  consid¬ 
eration  alone  would  result  in  interest 
rates  which  differ  from  the  rates  ased 
by  ongoing  plans.  In  addition,  the  mar¬ 
gins  which  are  frequently  loaded  into 
the  interest  assumptions  of  ongoing  plans 
as  a  hedge  against  such  factors  as  sal¬ 
ary  adjustments  and  employee  turnover 
are  not  applicable  in  the  case  of  a  ter¬ 
mination,  where  the  benefits  of  partici¬ 
pants  are  definitely  determinable.  Thus, 
it  is  to  be  expected  that  the  interest 
assumptions  us^  by  the  PBGC  for  valu¬ 
ing  plan  benefits  will  vary  significantly 
from  the  interest  assumptions  used  by 
nl'^ns  for  valuing  plan  b^eflts  prior  to 
their  termination. 

Table  I  contains  the  interest  rates  ap¬ 
plicable  to  immediate  annuities  and  table 
n,  the  rates  applicable  to  death  benefits. 
In  comouting  the  value  of  a  deferred 
annuity,  the  interest  rates  in  Appendix 
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Bt  table  in  of  the  proposed  regulation 
are  to  be  applied  in  conjiinctlon  with 
the  intervals  of  deferment  set  forth  in 
that  table.  Since  these  tables  will  be 
amended  when  the  interest  assumptions 
are  adjusted  to  reflect  changes  that  have 
occurred  in  market  conditions,  each  ap- 
poidix  will  specify  the  period  of  time  for 
which  It  is  applicable. 

Expenses.  The  PBGC  will  incur  a  vari¬ 
ety  of  expenses  in  providing  plan  bene¬ 
fits.  For  purposes  of  benefit  valuation 
normal  expenses  directly  associated  with 
providing  a  benefit  have  heeaa  estimated 
and  an  appropriate  adjustment  has  been 
made  in  the  applicable  assumed  rate  of 
Investment  returns  in  order  to  accoimt 
for  those  costs.  This  adjustment  has  bem 
made  to  avoid  calcxilatlng  the  effect  of 
the  expenses  upon  the  value  of  a  benefit 
separate  which  would  unnecessarily 
complicate  the  calculations  required  to 
value  a  bmeflt.  Other  costs  associated 
with  the  PBGC’s  operations,  e.g.  deter¬ 
mination  of  sufficiency  and  collection  of 
employer  liability,  which  are  indirectly 
related  to  providing  a  benefit,  are  not 
charged  to  the  cost  of  plan  benefits  for 
benefit  valuation  purposes. 

Actuarial  notations.  Detemining  and 
applying  the  factors  necessary  to  value 
a  benefit  involve  complex  actuarial  com- 
.  putations.  Such  computations  can  best 
be  described  by  mathematical  symbols, 
including  symbols  for  accepted  mathe¬ 
matical  concepts  useful  only  when  com¬ 
puted  in  relation  to  other  such  conc^?ts 
and  not  definable  in  ordlnuy  language. 
Therefore,  to  assure  that  the  computa¬ 
tions  necessary  to  value  benefits  are 
stated  accurate,  they  have  been  ex¬ 
pressed  in  the  form  of  actuarial  equa¬ 
tions.  Paragraphs  (b)  and  (c)  of  pro¬ 
posed  S  2610.2  define  the  symbols  used 
in  the  proposed  regulation  in  order  to 
avoid  confusion  between  the  system  of 
notation  selected  by  the  PBGC  and  other 
systems  that  might  be  used.  Where  ap¬ 
plicable.  the  symbols  in  the  proposkl 
regulation  are  those  adopted  by  the  In- 
temational  Congress  of  Actuaries. 

Mortality  table.  To  determine  file  cur¬ 
rent  value  of  a  plan  benefit,  a  table  must 
be  constructed  by  successlvdy  applying 
given  mortality  rates  to  a  hypothetical 
population  of  a  certain  number  of  people 
whose  number  is  decreased  oidy  by  death 
and  never  increased.  The  taUe  bidicatee 
the  number  of  peoirfe  alive  at  each  age, 
up  to  the  age  at  which  no  monber  of 
the  hypothetical  population  will  be  alive. 

Proposed  §  2610.4  sets  forth  the 
method,  which  follows  standard  actuarial 
practice,  to  be  used  in  constructing  such 
a  table.  The  mortality  rates  to  be  utilized 
are  contained  in  Appendix  A.  described 
above.  The  proposed  regulation  requires 
that  the  table  is  to  commence  at  age 
15  with  10,000  lives.  Starting  the  table  at 
that  age  assium  that  there  will  be  a 
value  computed  for  every  age  for  which 
a  i^an  ml^t  provide  a  benefit  to  a  par¬ 
ticipant.  A  hypothetical  population  of 
10,000  lives  has  been  utilized  to  provide 
sufficient  accuracy  of  results  of  compu¬ 
tations  derived  from  the  values  calcu¬ 
lated  pursuant  to  proposed  i  2610.4. 
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A  separate  table  shall  be  constructed 
for  each  class  of  participants  described 
in  paragraph  (c)  of  proposed  S  2610.4 
that  has  a  member  with  benefits  pa3rable 
tmder  the  plan  whose  benefits  are  being 
valued.  The  tables  indicate  the  number 
of  people  alive  at  a  given  age,  which  is 
sxibstituted  in  the  equations  used  to  value 
benefits. 

Valuation  of  benefits.  The  current 
value  of  a  single  deferred  pasrment  is 
equal  to  the  amount  of  the  payment  dis¬ 
counted  at  an  assumed  rate,  or  rates,  of 
return  on  investments  applicable  to  the 
deferment  period,  multiplied  by  the  prob¬ 
ability  that  the  individual  will  receive 
the  payment.  The  value  of  a  benefit  is 
the  siun  of  the  current  values  of  such 
payments.  The  proposed  regulation  states 
the  equations  that  express  this  relation¬ 
ship  when  applied  to  the  types  of  benefits 
provided  by  most  plans.  The  equations 
are  those  generally  accepted  in  actuarial 
practice,  or  are  based  on  reasonable  ac¬ 
tuarial  principles. 

Immediate  annuities.  Proposed  12610.5 
indicates  the  efiuations  to  be  used  to  com¬ 
pute  the  value  of  benefits  payable  Im¬ 
mediately  in  the  form  of  single  and  joint 
life  annuities.  The  equations  used  are 
baaed  upon  standard  actuarial  practice. 
The  interest  rates  to  be  applied  to  com¬ 
pute  such  annuities  are  contained  in  Ap¬ 
pendix  B,  table  L 

Deferred  annuities.  The  equations  used 
in  valuing  deferred  annuities,  set  forth 
in  proposed  S  2610.6,  represent  an  adap¬ 
tation  of  standard  actuarial  principles  to 
construct  a  system  that  reflects  the  ex¬ 
perience  the  PBGC  anticipates  in  this 
area.  The  equations  apply  different  inter¬ 
est  rates  for  specified  intervals  of  the 
deferment  period;  the  interest  rates  ap¬ 
plied  in  the  later  intervals  are  lower 
than  those  applied  in  the  earlier  inter¬ 
vals.  It  is  common  financial  practice  to 
assume  that  the  rate  of  return  on  invest¬ 
ments  made  in  the  future  will  be  lower 
than  that  for  investments  made  In  the 
present  or  near  future.  Applying  different 
interest  rates  over  varyl^  intervals  of 
the  deferment  period  reflects  this  as¬ 
sumption  more  accurately  than  would  an 
equation  which  aimlied  one  interest  rate 
for  the  entire  period  of  deferment.  The 
interest  rates  and  intervals  to  be  applied 
are  contained  in  Appendix  B.  table  IQ. 

Barlp  retirement  benefits.  The  equa¬ 
tions  to  be  used  to  compute  the  value  of 
early  retirement  benefits,  set  forth  in 
proposed  i  2610.7,  also  invcAve  an  adapta¬ 
tion  of  standard  actuarial  principles.  The 
equations  usually  utilised  in  this  area 
take  into  account  a  variety  of  factors 
with  respect  to  valuing  such  benefits.  The 
PBGC  has  modified  and  condensed  those 
equations  to  reflect  only  the  effect  the 
probability  of  early  retirement  has  on  the 
value  of  the  early  retirement  benefit,  tak¬ 
ing  Into  account  an  assumption  fiiat  all 
particioants  will  not  choose  to  retire 
early.  Thus,  the  computations  include  a 
factor  which  reflects  the  probability  that 
a  participant  will  elect  to  retire  earlv  at 
each  age  such  retiranent  is  possible.  The 
probability  to  be  utilized  shall  be  deter¬ 
mined  by  the  PBGC  based  on  the  provi- 
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sions  of  the  irian  and  the  dreumstances 
of  the  case. 

Death  benefits.  Proposed  i  2610.8  indi¬ 
cates  the  eqiiations  to  be  used  to  compute 
the  value  of  death  benefits.  The  equa¬ 
tions  \Ked  are  based  upon  standard  ac¬ 
tuarial  practices.  The  interest  rate  to  be 
{qiplied  to  compute  such  benefits  is  con¬ 
tained  in  Appendix  B,  table  Q. 

Refund  annuities.  Proposed  1 2610.9 
indicates  the  equations  to  be  used  to  com¬ 
pute  the  value  oi  benefits  payable  as  re¬ 
fund  annuities.  Since  such  benefits  are 
annuities  combined  with  a  death  bene¬ 
fit,  the  computations  involve  utilizing 
values  arrived  at  by  use  of  the  equations 
in  proposed  if  2810.5  and  2610.8. 

Valuation  of  other  benefits.  The  pro¬ 
posed  regulation  provides  a  method  ot 
valuing  the  types  of  benefits  that  are 
provided  in  most  plans.  The  value  of 
benefits  payable  for  periods  which  are 
not  a  whole  number  of  jrears  shall  be  a 
value  between  the  values  of  the  two  an¬ 
nuities  closest  in  time  to  such  annuity, 
and  will  be  arrived  at  by  a  process  of  in¬ 
terpolation.  See  proposed  1 2010,3(b).  m 
the  event  that  a  benefit  must  be  valued 
for  vhich  a  method  of  valuation  is  not 
provided  in  the  pr(6?oeed  regulation,  the 
PBGC  will  determine  the  method  of 
valuation  to  be  used,  based  <m  reasonable 
actuarial  practices. 

A  sample  of  results  obtained  by 
plication  of  the  methods  set  forth  in  the 
proposed  regulation  has  been  provided 
in  tabular  form  in  Appendix  C  so  that, 
having  made  the  necessary  calculations, 
one  may  verify  the  accuracy  of  results 
so  obtained.  Table  I  of  that  Appendix  in¬ 
dicates  the  values  obtained  by  valuing  a 
life  anniiity  of  10  dollars  per  month,  pay¬ 
able  at  various  ages,  to  healthy  male  and 
female  participants.  'Table  Q  contains  the 
results  obtained  by  valuing  a  deferred 
life  annuity  of  10  dcdlars  per  month  to 
healthy  male  and  fonale  iMurticipants, 
payable  at  age  60  and  65,  based  on  vari¬ 
ous  ages  at  the  time  of  plan  terminatian. 

In  consideration  of  the  foregcfing,  it  Is 
proposed  to  amend  Chaptor  XXVI  of 
Title  29,  Code  of  Federal  Regulations,  by 
adding  a  new  Part  2610  to  read  as  fol¬ 
lows: 

PART  2610— VALUATION  OF  BENEFITS 
Sse. 

3610.1  Purpose  and  soops. 

2610.3  PsfliUtlons. 

2610X  Metbods  of  oomputaSion. 

3610.4  Constnietlon  of  a  mortality  table. 
3610JS  Valuation  of  immediate  annuitias. 
3610ii  Valuation  of  detarad  annultiae. 
2610.7  Valuation  of  early  rattremant  bene¬ 
fits. 

3610a  Valuation  of  death  baneflta. 

36100  Valuation  of  refund  annuitias. 
3610.10  Valuation  of  other  baneflta 

Appendix  A — Mortality  valuas. 

Appendix  B — ^Intereat  rates  and  Intorvals  of 
deferment  periods. 

Appendix  C— lUustraUva  benefit  valuation 
resulta. 

Aotmobitt:  Sec.  4002(b)  (3),  4041,  4044, 
4063(b)  (1)  (A),  Pub.  L.  98-406.  68  Stat.  1004, 
1020,  1025-27,  1039.  (29  UA^.  1303(b)(3), 
1341,  ISU,  ia6a(b)  (1)  (A) ) . 
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§  2610.1  Purpose  and  scope. 

(a)  The  purpose  of  this  part  Is  to  es¬ 
tablish  the  method  of  computing  the 
actuarial  value  of  the  liabilities,  as  of  the 
date  of  termination,  of  a  pension  plan 
with  respect  to  benefits  payable  on  or 
after  such  date  to  participants  or  benefi¬ 
ciaries. 

(b)  This  part  applies  to  all  plans 
covered  under  Title  IV  of  the  Employee 
Retirement  Income  Security  Act  of  1974. 

§  2610J2  Definitions. 

For  the  purposes  of  this  part  (unless 
otherwise  required  by  the  context) : 

(a)  Words  and  phrases.  "Act”  means 
the  Employee  Retirement  Income  Secur¬ 
ity  Act  of  1974  (88  Stat.  829  et  seq.) . 
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"Age”  means  the  "insurance  age”  or 
"age  of  nearest  birthday,”  which  is  ob¬ 
tained  by  rounding  to  the  nearest  whole 
year  the  individual’s  exact  age.  Half 
years  are  roimded  to  the  next  highest 
year. 

“Cash  refund  annuity”  means  an  an¬ 
nuity  under  which  if  the  participant  dies 
prior  to  the  time  when  he  has  received 
pension  payments  equal  to  a  fixed  sum 
specified  in  the  plan,  then  the  balance  is 
r^d  as  a  lump-sum  death  benefit. 

"Closed  population”  means  a  hy¬ 
pothetical  number  of  people  whose  num¬ 
ber  is  decreased  only  by  death,  and  is 
never  increased. 

"Installment  refund  annuity”  means 
an  annuity  under  which  if  the  partici¬ 
pant  dies  prior  to  the  time  he  has  re¬ 


ceived  pension  payments  equal  to  a  fixed 
sum  specified  in  the  plan,  then  the  bal¬ 
ance  is  paid  as  a  death  benefit  in  periodic 
installments  equal  in  the  amoimt  to  the 
participant’s  periodic  benefit. 

“Deferment  period”  means  the  period 
between  the  age  of  a  participant  as  of 
the  date  of  plan  termination  and  the 
age  at  which  benefit  pasrments  begin. 

“PBGC”  means  the  Pension  Ben^t 
Guaranty  Corporation. 

“Plan”  means  a  plan  providing  bene¬ 
fits  which  are  guaranteed  under  ’Title  TV. 
“•ntle  IV”  means  ’HUe  IV  of  the  Act. 
(b)  Mathematical  symbols  and  terms. 
"Fundamental  symbols.”  ’The  following 
fundamental  ssunbols  are  representa¬ 
tions  of  the  basic  actuarial  concepts 
utilized  in  computing  the  present  value 
of  a  benefit: 
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X  represents  the  age  of  a  participant. * 

ijjj  represents  the  probability  that  an 

individual  whose  present  age  is  x  will 
not  survive  to  attain  age  x+1. 

jZjQ  represents  the  number  of  people,  within 

% 

a  closed  population,  which  survive  to 
attain  age  x. 

^represents  the  first  age  for  which 

that  is,  the  age  at  which  the  probability 
of  not  surviving  to  age  x+1  is  100%. 

L  represents  an  interest  rate. 

d,  represents  an  annuity  of  one  dollar  per 
annum. 

A  represents  a  death  benefit  which  corresponds 
to  an  insurance  benefit  of  one  dollar 
payable  at  the  end  of  the  year  of  death. 
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represents  a  death  benefit  which  corresponds 
to  an  amount  of  decreasing  term  insurance 
payable  for  a  specified  number  of  years. 

represents  the  nurr±>er  of  times  per  year 
payments  of  benefits  are  made. 

is  a  symbol  for  a  period  of  time  consisting 
of  n  years. 

represents  a  person  whose  ag^  is  x. 

represents  another  person  whose  age  or  death 
affects  the  value  of  the  benefit  being  computed. 
"Commutation  symbols."  The  following  commutation 
symbols  are  representations  of  actuarial  computations  in 
a  condensed  form  and  are  used  to  facilitate  expression  of 
actuarial  equations: 

.  V  is  equal  to  the  interest  discount  for 

one  year,  that  is,  the  present  value  of 
one  dollar  payable  one  year  from  today, 
and  is  computed  by  the  equation 

I 

i+i  • 


DA 


m 
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is  equal  to  the  number  of  persons  out  of  a 
closed  population  alive  at  age  x, 

,  who  do  not  attain  the  age  of 
x+1,  and  is  computed  by  the  equation 

rounded  to  four  decimal  places. 


% 


•4w 

Nx 


is  equal  to  the  number  of  people  out  of 
a  closed  population  alive  at  age  x+1,  and 
is  computed  by  the  equation  ^ *4^  • 

is  equal  to  the  quantity  . 

is  equal  to  the  sum  of  all  C^'s  for  all 
ages  equal  to  and  greater  than  x,  to 
the  last  age  .when  a  person  is  alive  in  a 
closed  population,  and  is  computed  by 
the  equation 


is  a  modification  of  llj^used  in  situations 
where  benefit  payments  are' made  more 
frequently  than  once  a  year,  and  is 
computed  by  the  equation 


57987 
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Cj^  is  equal  to  the  quantity 

is  equal  to  the  sum  of  all  Cj^'s  for  all 
ages  equal  to  and  greater  than  x,  to  ' 
the  last  age  when  a  person  is  alive  in 
a  closed  population,  and  is  computed  by 
the  equation 

is  equal  to  the  sum  of  all  Mj('s  for  all 
ages  equal  to  and  greater  than  x,  to  the 
last  age  when  a  person  is  alive  in  a  closed 
population,  and  is  computed  by  the 
equation  Rjj 

U is  a  modification  o  f  C%  used  in  situations 
where  benefit  payments  commence  upon 
death,'  not  at  the  end  of  the  year,  and  is 

f 

computed  by  the  equation 

Hj(is  a  modification  of  used  in  situations 
where  benefit  payments  commence  upon  death, 

not  at  the  end  of  the  year,  and  is  computed 

« 

by  the  equation 


FEDERAL  REGISTER,  VOL.  40,  NO.  240 — FRIDAY,  DECEMKR  12,  1975 


PROPOSED  RULES 


57989 


-21- 


is  a  modification  of  used  in  situations 
where  benefit  payments  commence  upon  death, 
not  at  the  end  of  the  year,  and  is  computed 
by  the  equation 


D^yis  a  modification  of  which  reflects  the 

fact  that  the  status  of  another  life  limits 

the  payment  of  benefits,  and  is  computed 

by  the  equation  Djjy  3L^ 

^  \  0,000 

Mjjy  is  equal  to  the  sum  of  all  Oj^y*  s  for  all 
pairs  of  ages  of  the  form  x+t,  y+t,  where 
t  is  a  non-negative  integer,  for  all  such 
pairs  of  ages  equal  to  and  greater  than 
X  and  y,  to  the  last  age  v/hen  one  of  the 
pair  is  alive  in  a  closed  population,  and 
is  computed  by  the  equation 

*  *  * 

is  a  modification  of  used  in  situations 

where  benefit  payments  are  made  more 
frequently  than  once  a  year,  and  is 
computed  by  the  equation 
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(c)  Actuarial  notations.  The  following  are  actuarial 
notations  used  in  this  part; 

••  is  a  notation  which,  when  placed  over  a 

symbol  indicating  an  annuity,  indicates  that 

\ 

payments  are  to  be  made  at  the  beginning  of 

•  « 

the  payment  period,  for  example 

5  is  a  notation  which  separates  two  symbols 
in  a  suffixed  subscript  representing  the 
status  of  two  periods  of  life  or  time,  when 
two  such  periods  are  utilized  in  the  context 
of  an  actuarial  symbol.  For  example 
Qi^^icates  that  the  annuity  is  payable  until 
the  expiration  of  a  life  aged  x,  or  a  term 
certain  of  n  years,  whichever  is  earlier. 

**  is  a  notation  which,  when  placed  over  a 
symbol  indicating  the  value  of  a  life 
insurance  benefit,  indicates  that  the 
benefit  is  payable  immediately  upon 
death.  When  placed  over  two  symbols 
in  a  suffixed  subscript  representing  the 
status  of  a  life  or  a  period  of  time  it 
I  indicates  that  benefit  payments'  continue 
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during  the  existence  of  either.  For  example, 

A  represents  a  benefit  payable  immediately 
upon  death,  and  represenlis  an  annuity 

payable  until  the  later  of  the  end  of  a 
life  age  x  or  the  passage  of  n  years. 

*  is  a  notation  which,  when  placed  over  a 

symbol  in  a  suffixed  subscript  indicating  the 
status  of  a  life  or  a  period  of  time,  indicates 
that  expiration  of  such  lifeor  period  of 
^  time  causes  payments  to  commence ,  for 
example  . 

§2610.3  Methods  of  computation. 

(a)  The  value  of  a  benefit  payable  to  each 
participant  under  a  plan  shall  be  determined  by  applying 
the  equation  contained  in  this  part  for  valuing  benefits 
of  that  type,  or  on  the  basis  of  any  other  equation  which 
the  PBGC  determines  to  have  a  consistent  relationship  to 
the  equation  whose  use  is  prescribed  by  this  part. 

(b)  For  annuities  payable  for  periods  of  duration 

f 

which  are  not  a  whole  number  of  years,  a  linear  inter¬ 
polation  method  shall  be  used,  that  is,  the  annuity  shall 
have  a  value  which  is  between  the  values  of  the  two 
annuities  with  yearly  periods  which  are  closest  to  the 
annuity  being  valued,  which  value  is  computed  by  adding 
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to  the  annuity  for  the  lesser  period  of  time  the  following: 
an  amount  equal  to  the  difference  between  the  value  of  the 
two  closest  annuities,  multiplied  by  a  fraction,  the 
numerator  of  which  is  the  number  of  months  that  the 
annuity  being  valued  is  in  effect  beyond  the  period  of 
the  lesser  annuity,  and  the  denominator  of  which  is  12. 

§2610.4.  Construction  of  a  mortality  table. 

(a)  The  number  of  persons  in  a  closed  population 
alive  at  age  x,  shall  be  determined  by  constructing  a 
mortality  table  by  applying  mortality  rates,  to  a 

group  of  10,000  lives,  starting  with  age  15,  Xq,  using 
the  following  procedure: 

(1)  =  10,000 

(2)  Compute  from  the  equation 

computing  4||from  the  equation  d|g* 

(3)  Compute  jin  from  the  equation  l4  ' 

computing  di|^  from  the  equation 

(4)  This  process  is  continued  until  the  age 

when  that  is,  until  the  age  is  reached  when  no 

person  will  be  alive,  will  equal  zero  for  all  ages 

beyond  CD  • 

(b)  A  separate  mortality  table  shall  be  constructed 
for  each  class  of  participants  described  in  paragraph  (c) 
of  this  section,  that  has  a  member  with  benefits  under 
the  plan. 
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(c)  The  mortality  rates,  q|[,  in  effect  on  the  date  of 
termination  shall  be  utilized  to  compute  the  mortality 
tables.  The  following  rates  shall  be  used: 

(1)  For  healthy  male  participants,  the  rates  in 
Appendix  A,  table  I. 

(2)  For  healthy  female  participants,  the  rates  in 
Appendix  A,  table  II. 

(3)  For  male  participants  who  are  receiving 

disability  payments  pursuant  to  the  provisions  of  the  plan 

but  are  not  also  receiving  Social  Security  disability 

« 

benefits,  the  rates  in  Appendix  A,  table  III. 

(4)  For  female  participants'  who  are  receiving 
disability  payments  pursuant  to  the  provisions  of  the  plan 
but  are 'not  also  receiving  Social  Security  disability 
benefits,  the  rates  in  Appendix  A,  table  IV. 

(5)  For  disabled  male  participants  receiving 
Social  Security  disability  benefits,  the  rates  in 
Appendix  A,  table  V. 

(6)  For  disabled  female  participants  receiving 
Social  Security  disability  benefits,  the  rates  in  Appendix  A, 
table  VI . 

§2610.5  Valuation  of  immediate  annuities. 

(a)  For  the  purposes  of  this  section  the  applicable 
interest  rate,  i,  contained  in  the  Appendix  B,  table  I, 
in  effect  on  the  date  of  termination  shall  be  utilized. 
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(b)  The  value  of  an  immediate  annuity  shall  be 
determined  in  accordance  with  the  provisions  of 
paragraphs  (b){l)-(9)  of  this  section,  as  appropriate. 

(1)  Life  annuity  payable  annually.  If  a  series 
of  payments  payable  only  if  the  participant  is  alive  are 
made  annually  at  the  beginning  of  the  year,  the  value  of 

s 

the  annuity  shall  be  computed  by  using  the  following 
actuarial  equation: 


a= 


(2)  Life  annuity  payable  periodically.  If  a 
series  of  payments  payable  only  if  the  participant  is  alive 
are  made  at  equal  intervals  of  time,  a  specified  number  of 
times  per  year,  at  the  beginning  of  each  interval,  the  value 
of  the  annuity  shall  be  computed  by  using  the  following 


actuarial  equation; 

..  (nii  Nx 
*  Dx 


(3)  Annuity  certain  payable  annually.  If  a 
series  of  payments  payable  for  a  fixed  period  of  time  are 
made  annually  at  the  beginning  of  the  year,  the  value  of  the 
annuity  shall  be  computed  by  using  the  following  actuarial 


equation: 


i-v' 


i-v  . 

(4)  Annuity  certain  payable  periodically.  If 
a  series  of  payments  payable  for  a  fixed  period  of  time  are 
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made  at  equal  intervals  of  time,  a  specified  number  of  times 
per  year,  at  the  beginning  of  each  interval,  the  value 
of  the  annuity  shall  be  computed  by  using  the  following 
actuarial  equation: 

(5)  Annuity  certain  and  continuous.  If  payments 
are  made  at  equal  intervals  of  time,  a  specified  number  of 
times  per  year  at  the  beginning  of  each  interval,  and 
payments  cease  upon  the  happening  of  the  later  of  i)  the 
death  of  the  participant,  or  ii)  the  passage  of  a  specified 
period  of  time,  such  an  annuity  shall  be  valued  using  the 
following  actuarial  equation: 

(6)  Temporary  life  annuity.  If  payments  are 
made  at  equal  intervals  of  time,  a  specified  number  of 
times  per  year  at  the  beginning  of  each  interval,  and 
payments  cease  upon  the  happening  of  the  earlier  of 

i)  the  death  of  the  participant,  or  ii)  the  passage  of 
a  specified  period  of  time, .such  an  annuity  shall  be 
valued  using  the  following  actuarial  equation: 

“dJT  ^  • 

(7)  Joint  annuity.  If  payments  payable  with 
respect  to  more  than  one  person  are  made  to  both  persons 
only  as  long  as  both  the  participant  and  the  beneficiary 
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are  alive,  such  an  annuity  shall  be  valued  by  using 
the  following  actuarial  equation: 

(8)  Joint  and  survivor  annuity  (joint  basis) . 

If  payments  payable  with  respect  to  more  than  one  person  are 
t 

payable  as  long  as  both  the  participant  and  beneficiary  are 
alive,  and  if  either  dies,  payments  continue  until  the  death 
of  the  second  person  at  a  reduced  amount  provided  in  the 
plan  (represented  by  the  symbol  "p") ,  such  an  annuity  shall  be 
valued  using  the  following  actuarial  expression: 

M 


p(a«*«y‘)-(l-2pVa‘'y. 


(9)  Joint  and  survivor  annuity  (contingent  basis) . 
If  benefit  payments  are  payable  to  the  participant  as  long 
as  he  survives,  and  payable  upon  his  death  in  a  reduced 
amount  provided  in  the  plan  (represented  by  the  symbol  "p”)  to 
a  named  beneficiary  for  the  beneficiary's  lifetime,  such  an 
annuity  shall  be  valued  using  the  following  actuarial 
expression: 

a7+p  C®y 
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§2610.6.  Valuation  of  deferred  annuities. 

(a)  Definitions .  For  the  purposes  of  this  section: 

(1)  "x"  represents  the  present  age  of  the 

annuitant. 

(2)  "y"  represents  the  age  at  which  annuity 
payments  begin. 

■*  I  .  . 

( 3 )  n=y-x . 

(4)  "Ij"  and  "ij"  represent  interest  rates 
which  will  be  in  effect  during  the  deferment  period. 

The  interest  rates  contained  in  the  Appendix  B,  table  III, 
in  effect  on  the  date  of  termination  shall  be  utilized. 

(5)  "ii|  "  and  "n^"  represent  the  intervals, 
respectively,  in  which  the  interest  rates  in  paragraph  (a) (4) 
of  this  section  will  be  in  effect,  that  is,  i|  is  in  effect 
during  the  first  ii|  years  of  deferment,  is  in  effect 
during  the  next  years  of  deferment,  and  is  in  effect 
for  any  remaining  portion  of  the  deferment  period.  The 
intervals  of  deferment  contained  in  the  Appendix  B,  table  III, 
in  effect  on  the  date  of  termination  shall  be* utilized. 

(6)  "G"  represents  the  value  of  the  annuity 
on  the  date  payments  begin. 

(b)  The  value  of  a  deferred  annuity  shall  be 
determined  as  follows : 
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(1)  If  n  is  less  than  or  equal  to  n|  (n^l ) , 
the  actuarial  value  of  the  deferred  annuity  shall  equal: 

(2)  If  n|  is  less  than  n  and  n|+n^  is  greater 
than  or  equal  to  n  (n|(n^n|  tn^)  $  the  actuarial  value  of 
the  deferred  annuity  shall  equal: 

(3)  If  n|+n^  is  less  than  n’  (n|^n2<n)  ,  the 
actuarial  value  of  the  deferred  annuity  shall  equal: 

§2610. 7.  Equations  for  valuation  of  early  retirement 
benefits. 

(a)  Definitions^  For  the  purposes  of  this  section: 

(1)  "x"  represents  the  present  age  of  a  plan 
participant  who  is  eligible  for  early  retirement. 

(2)  "w"  represents  the  age  at  which  a  participant 
whose  age  is  "x"  could  first. receive  early  retirement  benefits 

(3)  "ft"  represents  the  normal  retirement  age 
provided  in  the  plan. 

(4)  "y"  represents  some  age  between  "w"  and  "z," 
when  a  participant  elects  to  retire. 

(5)  represents  the  probability  that  a 
participant  whose  age  is  "x"  will  retire  before  attaining  • 
age  x+1.  The  probability  utilized  shall  be  determined 

by  the  PBGC  based  on  the  provisions  of  the  plan  and  the 
circumstances  of  the  case. 
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(b)  The  value  of  an  early  retirement  benefit  shall  be 
the  sum  of  all  the^Fy's  for  all  y  's  equal  to  or  greater 
than  w.  This  results  in  which  is  the  value  of  the 
early  retirement  benefit  and  is  represented  by  the 
equation  *  *  *  *  shall  be  computed 

as  follows: 

(1)  Compute  the  actuarial  value  of  the 
benefit  payable  at  each  age,  y,  at  which  a  participant 
may  elect  to  retire,  using  the  appropriate  formula  in 
§2610.6 (b).  This  value  shall  be  denominated 


.By 


(2)  Multiply  each  value  obtained  in  paragraph 
(b) (1)  of  this  section  by  the  probability,  ^Ty,  that 
a  participant  whose  age  is  "x”  will  elect  to  retire  at 
that  age,  y.  Such  probability  is  computed  as  follows: 

(i)  If  y  equals  x, 

(ii)  If  y  is  more  than  x. 


products  will  be  the  value 


The  sum  of  these 


§2610.8.  Valuation  .of  death  benefits. 

(a)  For  the  purposes  of  this  section  the  interest' 

rate,  i,  contained  in  the  Appendix  B,  table  II,  in  effect 

/ 

on  the  date  of  termination  shall  be  utilized. 
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(b)  The  value  of  a  death  benefit  shall  be  determined 
as  follows; 

(1)  Death  benefit  in  the  form  of  whole  life 
insurance.  If  a  death  benefit  is  payable  at  death, 
whenever  death  occurs,  such  benefit  shall  be  valued 
by  using  the  following  actuarial  equation: 

‘  ll«  • 


(2)  »  Death  benefit  in  the  form  of  term  insurance. 
If  a  death  benefit  is  payable  when  death  occurs  if  death 
occurs  within  the  stated  period  of  time,  such  benefit 
shall  be  valued  by  using  the  following  actuarial  equation: 


(3)  Death  benefit  in  the  form  of  decreasing 


term  insurance. 


(i)  If  a  death  benefit  in  an  initial  amount 
of  n  is  payable  when  death  occurs  if  death  occurs  within  the 
period  covered  by  the  insurance,  and  the  amount  of  the  death 
benefit  decreases  each  year,  such  benefit  shall  be  valued 
using  the  following  actuarial  equation: 
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(ii)  If  a  death  benefit  in  an  initial 
amount  of  n  is  payable  when  death  occurs  if  death  occurs 
within  the  period  covered  by  the  insurance,  and  the  amount 
of  the  death  benefit  decreases  by  1/m  for  each  period  • 
stated,  which  is  less  than  one  year,  such  a  benefit  shall 
be  valued  using  the  following  actuarial  equation: 

K 

§2610.9.  Valuation  of  refund  annuities 

(a)  The  value  of  a  cash  refund  annuity  shall  be 
computed  by  adding  the  values  derived  from  the  equations 
in  §2610. 5(b) (1)  and  §2610.8 (b) (3) (ii) . 

(b)  The  value  of  an  installment  refund  annuity 
shall  be  computed  by  using  the  equation  in  §2610 . 5 (b) ( 5) . 

§2610.10.  Equations  for  valuation  of  other  benefits. 

Benefits  whose  value  cannot  be  obtained  by 
application  of  the  equations  contained  in  this  part 
shall  be  computed  using  the  method  to  be  determined  by 
the  PBGC . 
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APPENDIX  B  -  INTEREST  RATES 
AND  INTERVALS  OF  DEFERMENT 

The  interest  rates  and  intervals  of  deferment  contained 
in  this  Appendix  will  be  amended  by  the  PBGC  from  time  to 
time  to  reflect  changes  in  market  conditions. 

The  following  interest  rates  and  intervals  of  deferment 
shall  be  effective  for  plans  which  terminate  on  or  after 
September  2,  1974  and  on  or  before  September  30,  1975: 

Table  I  -  Interest  rate  for  valuing  immediate  annuities. 

An  interest  rate  of  8%  shall  be  used  to  value  immediate 
annuities,  and  to  compute  the  quantity  "G"  in  §2610.6. 

Table  II  -  Interest  rate  for  valuing  death  benefits. 

An  interest  rate  of  5%  shall  be  used  to  value  death 
benefits  pursuant  to  §2610.8. 

Table  III  -Interest  rates  and  intervals  of  deferment 
for  valuing  deferred  annuities. 

The  following  interest  rates  shall  be  used  to 
value  deferred  annuities  pursuant  to  §2610.6: 

(1)  i|  =  7  1/4% 

(2)  =  5  3/4% 

(3)  I3  =  4  1/4% 

The  following  intervals  of  deferment  shall  be  used 
to  value  deferred  annuities  pursuant  to  §2610.6: 

(1)  n|  =7  years 

(2)  =  8  years 


FIDEtAL  tEGISTEI,  VOL  40,  NO.  »40— HIDAY,  DECEMKR  12,  197S 


PROPOSED  RULES 


58009 


-41- 

APPENDIX  C  -  ILLUSTRATIVE  BENEFIT  VALUATION  RESULTS 

The  following  results  are  obtained  by  application  of 
the -appropriate  methods  and  rates  set  forth  in  this 
regulation  to  a  plan  terminating  on  September  15,  1974, 


Table  1  -  Current  value  of  a  life  annuity  of  10  dollars 
per  month  payable  to  a  healthy  participant. 


Age  of 
Participant 

Male 

Female 

45 

$1,334.48 

$1,392.31 

50 

$1,262.56 

$1,334.48 

55 

$1,176.12 

$1,262.56 

60 

$1,074.44 

$1,176.12 

62 

$1,029.82 

$1,137.23 

63 

$1,006.84 

$1,116.91 

65 

$  959.87 

$1,074.44 

67 

$  912.11 

$1,029.44 

70 

$  837.96 

$  959.87 

75 

$  708.65 

$  837.96 

80  . 

$  581.36 

$  708.65 

85 

$  462.26 

$  581.36 

2  -  Current 

value  of  a  deferred 

life  annuity 

10  dollars  per  month  payable  to  a  healthy  participant  at 


ages  60  and  65. 


Age  of- 
Participant 


Deferred  to  Age  60  Deferred  to  Age  65 


Male 

Female 

Male 

Female 

25 

$156.58 

$180.92 

$103.28 

$126.41 

30 

$193.86 

$224.10 

$127.87 

$156.58 

35 

$240.19 

$277.45 

$158.44 

$193.86 

40 

$298.44 

$343.78 

$196.86 

$240.19 

45 

$372.76 

$427.15 

$245.88 

$298.44 

50 

$504.62 

$573.01 

$309.92 

$372.76 

55 

$713.06 

$797.88 

$425.77 

$504.62 

60 

XX 

XX 

$615.01 

$713.06 

61 

XX 

XX 

$669.98 

$772.38 

62 

XX 

XX 

$731.00 

$837.43 

63 

XX 

XX 

$798.92 

$908.94 

64 

XX 

XX 

$874.80 

$987.62 
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Issued  in  Washington,  D.C.,  this  9th 
day  of  December  1975. 

Steven  E.  Schanes. 

Executive  Director,  Pension 
Benefit  Guaranty  Corpora¬ 
tion. 

Issued  on  the  date  set  forth  above,  pur¬ 
suant  to  a  resoluti(m  of  the  Board  of  Di¬ 
rectors  approving  the  publication  of 
these  propo^  regulations  and  authoriz¬ 
ing  its  Executive  Director  to  issue  same. 

Henet  Rose, 

Secretary. 
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